Lorsch (1992), is insufficient time for the discharge of their professional responsibilities. A survey of directors of Fortune 500 companies by Korn/Ferry International (1998) finds that many directors believe too many board appointments place an excessive burden on a director. Fifty-six percent of outside directors report that they declined an invitation to serve on an additional board, with the majority citing a lack of time as their reason for refusal. These directors evidently believe that too many board assignments might dissipate their time and attention, thereby undermining their ability to monitor management. That same study also finds that an overwhelming majority of directors believe that CEOs and other inside directors should be limited in the number of boards to which they are appointed, but directors were evenly divided on whether limits should be placed on outside directors. Thus, whether holding multiple directorships impairs an individual director's ability to monitor management has become a controversial topic that has spawned proposals for governance reform.
Despite this controversy, very little research has been done concerning the effect of multiple directorships on corporate performance. Our study tests the hypothesis that directors who serve on multiple boards become so busy that they cannot monitor management adequately. What we call the Busyness Hypothesis of corporate directorships postulates that serving on multiple boards overcommits an individual. As a consequence, such individuals shirk their responsibilities as directors. For example, overcommitted directors might serve less frequently on important board committees such as the audit or the compensation committees. If boards play an important role in firm performance, the implication of the Busyness Hypothesis is that the presence of multiple directors on a firm's board reduces oversight of management and, as a result, the firm's market value. Additionally, reduced monitoring by these busy directors might exacerbate other forms of agency costs, such as increased litigation exposure for the firm.
Our principal findings are as follows. Examining the market for directors, we find that the past performance of firms for which an individual serves as a director correlates with the number of directorships subsequently held by that individual, a result we call the reputation effect. When we test the Busyness Hypothesis in a multivariate framework, we find no evidence that multiple board appointments harm subsequent firm performance.
Additional tests confirm this result. An event study of firms announcing the appointment of a multiple director finds that firms announcing the appointment of a multiple director for the first time experience significantly positive abnormal returns. Comparing committee service by multiple directors with that of nonmultiple directors, we find that multiple directors serve on more committees and attend more committee meetings. Such a result is inconsistent with shirking by multiple directors. Finally, we find no relation between the number of directorships and the likelihood of securities fraud litigation against the firm. Overall, we conclude that our findings do not support the Busyness Hypothesis.
We organize this study into six sections. In Section I, we discuss the prior literature relating to the market for directors and multiple directorships. In Section II, we discuss our data and methods, and we describe the characteristics of multiple directors in Section III. In Section IV, we examine the relation between the firm's previous performance and the number of directorships held by its directors as well as the likelihood that a director will add an additional board appointment. Section V presents the results of our tests of the Busyness Hypothesis. Section VI concludes with a brief summary.
I. The Market for Directorships and the Influence of Directors on Firm Performance
Some scholars argue that the market for directors serves shareholder interests. Fama and Jensen (1983) contend that multiple board appointments can signal director quality. The appointment to numerous boards might be the result of the superior performance enjoyed earlier by the firm for which the individual serves as a director or as an executive. If the market for directors is linked to corporate performance, firm success can generate additional offers of board employment. Following Fama and Jensen, Gilson (1990), Kaplan and Reishus (1990) , and Vafeas (1999) suggest that the number of directorships held by a director might proxy for reputational capital, with such individuals viewed as high quality directors. Moreover, service on multiple boards can provide a director with a greater diversity of experience.
Related research shows that poor performance is punished in the market for directors. Gilson (1990) finds that outside directors who leave the boards of financially distressed firms hold approximately one-third fewer directorships three years after their departure. Kaplan and Reishus (1990) find that top executives of firms that reduce dividends are 50 percent less likely to obtain additional directorships. Similarly, Brickley, Linck, and Coles (1999) report that the number of board seats held by retiring CEOs is related to firm performance prior to their retirement. Shivdasani (1993) observes that outside directors of firms that are the targets of hostile bids are likely to hold fewer directorships than directors of nontarget firms. If firms become targets due to poor performance, Shivdasani's findings lend additional support to Fama and Jensen's (1983) argument. In sum, these studies suggest that directors of underperforming firms suffer from tarnished reputations in the market for directors.
Other factors might influence the number of directorships held by an individual. Booth and Deli (1995) argue that larger firms have wider contracting environments, requiring negotiations with more parties. The increased level of business transactions resulting from these contracts can create a greater opportunity for offers of additional board memberships. Multiple directorships permit the firm to use its directors to form or solidify advantageous contracting relations with other firms, such as important suppliers or customers. An alternative argument for a relation between firm size and the number of directorships held per director is that directors of large firms might be attractive as candidates for other boards because of the networking contacts they represent to these firms. In addition, directors of large firms might be perceived as more skilled because of the size and complexity of the operations they oversee.
Certain scholars are more skeptical that the market for directors serves shareholder interests. Core, Holthausen, and Larcker (1999) and Shivdasani and Yermack (1999) suggest that directors can become overcommitted when serving on multiple boards, rendering them unable to provide meaningful managerial monitoring. Managers subject to lax monitoring might be able to impose greater agency costs on the firm, with a consequent reduction in firm performance and value. The empirical work of these scholars offers some support to the Busyness Hypothesis.
Core et al. (1999) report that the presence of directors holding multiple appointments correlates with excess CEO compensation, implying that such directors serve as an inadequate check on management. Shivdasani and Yermack (1999) also provide evidence that questions the independence of directors who hold multiple appointments. They report that directors with multiple directorships are more likely to be chosen for an additional board seat if the CEO of the firm is involved in the director selection process. This evidence suggests that directors holding multiple appointments cater to CEOs, implying that their monitoring of management does little to reduce agency costs. If this is correct, the market for directors might be geared toward ensuring a compliant board for the CEO, rather than representing shareholder interests.
Other evidence, however, suggests that multiple directors are associated with firm success. Miwa and Ramseyer (2000) find that the presence of directors holding multiple directorships was strongly related to firm performance in the cotton spinning industry in Japan during the first decade of the 20th century. Cotter, Shivdasani, and Zenner (1997) document that shareholders receive larger premiums in tender offers when the board includes multiple directors. Finally, Brown and Maloney (1999) find that firms enjoy superior returns from acquisitions when they have directors who hold multiple directorships. These studies suggest that multiple directorships are consistent with shareholder interests. Whether the results of these studies can be generalized, however, is open to question, given their specialized settings and circumstances.
II. Data and Methods

A. Sample Construction
The primary sample that we examine in this study consists of those firms on COMPUSTAT with at least $100 million in total assets at the beginning of 1995. We are able to obtain proxy statements for 2,002 of these firms, from which we obtain directors' names, age, individual director's equity ownership, board ownership, board tenure, professional affiliation, and independence. We obtain directors' names, age, and the boards ownership for an additional 1,188 firms from Compact Disclosure. This produces a final sample of 3,190 firms. The various measures of directorships held by individual directors used in this study only include appointments to the boards of our sample firms. This constraint is necessary to allow us to examine firm-level accounting and financial data, which we obtain from COMPUSTAT. The Center for Research in Security Prices (CRSP) database provides equity return time-series data.
B. Measurement of Multiple Directorships
For each firm, we calculate several different measures of multiple directorships. Each measure is calculated at the level of the firm's board, thereby allowing us to match firm-level data with these measures of multiple directorships. The first, directorships per director, measures, for a given firm, the average number of sample firm directorships held by the directors of that firm. The second measure is the maximum number of directorships held by any one member of a firm's board. Our third measure is the percentage of directors on a board who hold three or more directorships.
We calculate two additional measures of multiple directorships to provide a more particularized assessment of the effect of director business on the firm. To focus on external monitoring, our fourth measure is the average number of directorships held by the outside directors1 of a given firm. Because the potential distraction of multiple directorships might be more of a problem for firms that employ these potentially overstretched individuals as officers, our final measure is the maximum number of directorships held by any executive of the firm (in practice, usually the CEO).2 We include board chairs as executives in calculating this measure because many chairmen who do not hold titles as officers nonetheless receive salaries, suggesting that they are full-time employees of the firm.
III. Characteristics of Directors Holding Multiple Appointments
A. The Incidence of Multiple Directorships
In Panel A of Table I , we report data regarding the frequency of multiple board directorships for our sample in 1995.3 We immediately observe that multiple directorships are not the norm. Only 16 percent of all directors hold two or more board seats. Even less common, at approximately 6 percent of the sample of total directorships, are directors holding three or more directorships-the limit proposed by the Council of Institutional Investors. For those directors (hereafter "multiple directors"), the directorships they hold are heavily skewed toward the largest firms in our sample. We find that multiple directors hold approximately half of their directorships in Forbes 500 firms.We conclude that multiple directorships are primarily a large-firm phenomenon.
1We include in this category all directors who are not currently employed by the firm. 2 In calculating variables related to executives, we take data related to the executive with the highest number of directorships. In the event of a tie between two or more executives, we focus on the highest ranking, that is, chair over CEO, CEO over CFO, and so forth. Because the CEO is most commonly the individual with the greatest number of directorships, we refer to the variables related to this executive as "CEO" for ease of exposition.
3 These statistics are calculated at the level of the individual director, rather than the board level. 
In Panel B, we present alternative measures of multiple directorships. The mean (median) of directorships per director is 1.60 (1.40), the maximum number of directorships held by any director of a firm has a mean (median) of 3.12 (3.00), while the percentage of directors holding three or more directorships has a mean (median) of 14.97 percent (9.09 percent).4 When we focus on the outside directors and the executives who serve on the board, we find that the means are quite similar for the two categories (1.89 directorships per outside director, 1.91 for the maximum number of directorships held by an executive), although the median is higher for the outside directors measure (1.70 and 1, respectively).
B. Professional Affiliations of Directors
We examine the professional affiliations of directors in Table II . We collect this demographic data from corporate proxy statements. Not surprisingly, current and former corporate executives are the largest source of directors, accounting for over 56 percent of the directors with one or two directorships and 62 percent of the multiple directors. Executives from large Forbes 500 firms are much more likely to be multiple directors than their counterparts from smaller firms, suggesting that the experience of running a major company leads to more offers of directorships than experience running smaller firms. Among other groups, venture capitalists stand out as frequent multiple directors, perhaps reflecting ownership interests or perceived expertise in firm monitoring.
C. Director and Firm Characteristics
In Table III , we continue our univariate analysis of the characteristics of multiple board memberships. We compare firms with multiple directors with firms whose directors hold only one or two directorships.
The firm characteristics that we compare include several sets of possible determinants of the number of board appointments. The first set focuses on the demands imposed by directorships: Whether directorships are held in a single industry5 and whether directorships are held in large firms which we proxy by inclusion on the Forbes 500 list. The second set includes important financial characteristics: firm size (total assets), the firm's growth potential (market-to-book ratio), and profitability (operating margin). The final set includes director and board characteristics: average age of the directors, equity ownership by the entire board, equity ownership by the outside directors, board size, and the percentage of outside directors.
C.1. Financial Characteristics
We find that multiple directorships are associated with larger firms as measured by total assets at the beginning of 1995. This result is consistent with the view that larger firms have more external contracting relationships than smaller companies and hence greater opportunity for gain from the well-bonded relationships likely to result from external directorships. It is also consistent, however, To analyze firm value, we employ both market and accounting-based measures. We use the firm's market-to-book ratio and the firm's operating profit margin. We explicitly include an accounting based measure of performance because managers are often provided incentives to respond to accounting figures rather than more conventional market benchmarks (Bhagat, Brickley, and Lease (1985), Gaver, Gaver, and Battistel (1992), and Kumar and Sopariwala (1992)).
The differences between firms on these measures are generally statistically significant. Most notably, firms with multiple directors are more highly valued as measured by the market-to-book ratio. Firms with multiple directors also enjoy higher operating profit margins.6
Overall, we believe that these comparisons are consistent with the contention of Fama and Jensen (1983) that multiple directorships relate positively to firm performance. These simple comparisons do not, however, indicate the direction of causation between firm performance and a board appointment. If the market for directors works efficiently, the best directors should receive the greatest number of offers to serve as a director. These quality directors might generate higher levels of performance from the firm. Alternatively, Bhagat and Black (1999) argue that more successful firms are able to attract directors who serve on multiple boards. We explore the nature of this relation between multiple directorships and firm performance in greater detail in Sections IVand V.
C.2. Corporate Governance Characteristics and Agency Costs
Given the fees and prerogatives associated with board membership, an agency cost view of multiple board affiliations hypothesizes them as a form of perquisite consumption. The Busyness Hypothesis implies that multiple board memberships might reflect organizational slack due to agency conflict: Directors overcommit themselves at the expense of shareholders because they enjoy the prestige and fees associated with sitting on numerous boards. Reduced monitoring by such directors allows managers to impose greater agency costs on shareholders.
Directors who are older might pose a last-period risk. Individuals close to retirement age might seek to maximize their current incomes by accepting excessive commitments. Alternatively, individuals nearing retirement age might view multiple directorships as an interesting and lucrative part-time job for their retirement years. Either motivation could lead to poor performance in their current employment. That poor performance is unlikely to be sanctioned by job termination or reductions in salary because of the proximity to retirement. Brickley et al. (1999), however, find that the number of board seats held by retiring CEOs is related to firm performance prior to their retirement. We find that directors are, on average, older for firms with multiple directors, suggesting that the final period problem might be an issue. The magnitude of the difference, however, while statistically significant, is only one year.
Equity ownership by the board and executives might align their interests more closely with those of shareholders. For example, Bhagat, Carey, and Elson (1999) find that outside directors holding greater equity are more likely to replace the 6We obtain similar results (untabulated) when we compare firms that have executives who are multiple directors with firms lacking an executive who serves on multiple boards. For firms with executives who are multiple directors, however, the mean profitability is lower, but median profitability is statistically indistinguishable from that for firms without such executives. We also obtain evidence suggesting that firms with multiple directors enjoy higher market-to-book ratios.
CEO of a poorly performing company. If directors accept appointments to additional boards as a form of perquisite consumption, then we should observe lower equity ownership by directors for firms with multiple directors. Equity holding directors should be reluctant to accept excessive directorships since impaired monitoring would impose direct costs in the form of lower prices for their equity.
We find that firms with multiple directors have lower overall board ownership, as well as lower ownership by outside directors. These findings are consistent with the argument that directors view additional board memberships as perquisites and are deterred from accepting additional directorships when they face greater personal costs from such consumption. They are also consistent, however, with the view that different directors might bring different skills to the directorship role. Some directors can be good monitors because they have invested their own capital in the enterprise, while others are effective monitors because of their experience.7 While these differences might reflect agency costs, they might also be a statistical artifact: Multiple directors serve on the boards of larger firms, so personal wealth constraints might preclude their ability to gain substantial ownership in those firms (especially considering their service on the boards of multiple firms).
Lack of monitoring might also be reflected in board size. Yermack (1996) and Eisenberg, Sundgren, and Wells (1997) argue that large boards are often unwieldy, while smaller boards can monitor managers more effectively. Table III documents larger board size for firms with multiple directors. This finding supports the view that multiple directorships can be a form of perquisite consumption, a result consistent with the Busyness Hypothesis. Alternatively, firms with larger boards present greater opportunities for board members to make connections leading to additional invitations to serve on other boards. If this view is correct, directors serving on larger boards are more likely to hold more directorships. As with board ownership, however, our findings might simply reflect the fact that holding multiple directorships is a large firm phenomenon.
Finally, less independent boards might reflect agency costs. Boards with a greater percentage of outside directors might be able to exercise greater monitoring and demand more accountability from managers. The relation of independence to performance is not clear. Bhagat and Black (2001) find no correlation between board independence and firm performance.
In sum, our univariate comparisons suggest that multiple directorships are generally consistent with our conjectures regarding firm size and profitability. But several features of corporate governance for firms with multiple directors suggest the presence of agency costs. Such an interpretation is consistent with the arguments of the Council of Institutional Investors and other corporate governance activists. These characteristics, however, also relate to firm size and multiple directorships are a large firm phenomenon. We explore this tension in greater detail in the next sections with a multivariate analysis.
7We also find (in untabulated results) that executives who are multiple directors hold a smaller percentage of equity in their firms than executives who are not multiple directors.
IV. The Effect of Firm Performance on the Number of Directorships
The univariate comparisons for the operating margin and the market-to-book ratio discussed in the previous section suggest that there might be a positive relation between multiple directorships and firm performance. To test whether firm performance influences the number of directorships as posited by Fama and Jensen (1983), we estimate a series of multivariate logistic regressions. These regressions use director data, thus allowing us to examine the determinants of a directorship at the level of individual director. We first examine the influence of firm performance on the number of directorships held by the set of all directors in our sample. We then separately examine the effect of firm performance on the number of directorships held by executives.
We include a number of control variables that might affect the individual's desire to serve on more boards and influence the individual's attractiveness as a director. Previous firm performance is estimated as the average of the mean operating margin over the period 1993 through 1995 for all firms with which the director was affiliated. For the analysis of executives who are directors, we use the mean operating margin over the period 1993 through 1995 for the firm that is their full-time employer because this is likely to be the most salient indicator of their business acumen. Average ownership in the firms reflects the personal cost to the director of having his attentions diluted with the addition of more boards. For executives, we use their ownership in the firm that is their full-time employer. Age is a proxy for the director's experience as well as the energy that an individual might have for the demands of board service. Surveys report that lack of time is the reason most often cited for declining offers of board seats. Average firm size is a proxy for the intensity of monitoring required of the director. Although larger firms are likely to demand additional effort, they might also send a more positive signal of a director's skill as a monitor. For our regressions examining the acquisition of additional board appointments, we include the number of boards the director sat on in 1994 as a proxy for existing demands on the individual's time.
We present our findings in Table IV . Panel A contains our findings for the determinants of the total number of directorships held by an individual director8 while in Panel B we examine what factors determine whether an individual gains an additional board appointment. We find evidence consistent with a reputational effect in the market for directors. Prior firm performance has a positive coefficient and is strongly significant as a determinant of the number of directorships held in both sets of regressions; it is also strongly statistically significant for directors receiving new appointments. Overall, these results imply that the firm's previous performance influences the number of seats that a director holds as well as the likelihood of an appointment to a new board. In aggregate, these results indicate that the market for directorships rewards good monitoring insofar as that monitoring can be associated with strong financial performance. 8All directors holding more than five directorships are coded as holding six for purposes of this regression. We find that age has a significant positive coefficient in the regression for the number of directorships held. Age is significant and negative, however, in Panel B's regression for additional directorships, suggesting that older directors (who already hold a greater number of directorships) are either less interested in additional directorships or less attractive candidates. The number of directorships also has a statistically significant negative coefficient in the directors' regression for the appointment to new boards, suggesting that firms are reluctant to appoint directors who might overextend themselves (or directors are reluctant to accept an additional appointment that can overextend them). Firm size is consistently positive and statistically significant, reinforcing our earlier finding that multiple directorships are a large-firm phenomenon.
In sum, our results suggest that the previous performance of firms follows directors and affects both the number of directorships they currently hold and their ability to attract additional board appointments. We interpret such a result as consistent with the presence of a reputational effect in the market for directors, as posited by Fama and Jensen (1983). Such an effect should serve as a further incentive for directors to provide satisfactory monitoring.
V. Empirical Tests of the Busyness Hypothesis
The multivariate analysis of Section IV reports a relation between firm performance and the number of directorships an individual subsequently holds. The Busyness Hypothesis, however, predicts that multiple directorships will lead to poorer firm performance in the future because they dilute the quality of managerial monitoring.
In this section, we test the Busyness Hypothesis through a series of empirical tests. We first examine the relation between multiple directorships and subsequent firm performance in a multivariate framework. We also perform an event study of the response to the appointment of a multiple director to a firm's board. We then examine whether multiple directors do, in fact, provide a level of monitoring comparable to that of directors holding only one or two board appointments by investigating their level of committee service. Finally, we evaluate the effectiveness of the monitoring provided by multiple directors by using as a measure of director effectiveness the incidence of securities fraud litigation against the firm over a three-year sample period. We estimate a logistic regression to determine whether firms with multiple directors are sued more often than firms without multiple directors.
A. A Multivariate Analysis of Multiple Directorships and Firm Performance
Several findings from Table III suggest that the presence of multiple directorships might generate higher agency costs: Boards with multiple directors (as well as executives who are multiple directors) hold less equity, are larger in size, and the directors' average age is slightly older. If these agency costs are significant, then reduced monitoring by multiple directors should be reflected in an inverse relation between measures of multiple directorships and subsequent firm performance.
To test this prediction of the Busyness Hypothesis, we regress firm performance in 1997 against a set of independent variables calculated as of 1995. To control for the intensity of monitoring required by a director, we include the number of external directorships held by the firm's directors in Forbes 500 companies. The demands of serving on the board of a Forbes 500 company might be more distracting than service on the board of a smaller firm. The firm's total assets capture firm size, which simultaneously influences a firm's risk and its observed pattern of returns. To control for the possibility that a firm's prior success can affect its ability to attract prominent directors, we include the ratio of the firm's operating income to assets in 1995. Directors who specialize in a given industry might be less distracted by the demands of multiple directorships, so we also include an indicator variable for firms with an industry director. Equity ownership by the board and outside directors partially reflects the cost to individual directors of poor managerial oversight. Likewise, equity ownership by the CEO reflects the personal cost to him or her of the distraction of multiple directorships. Board size and percentage of independent directors have previously been found to affect board oversight. Table V presents the results of our test of the Busyness Hypothesis. We obtain positive coefficients for both the number of directorships per director as well as the number of directorships held by outside directors. This finding, while not statistically significant, is inconsistent with the Busyness Hypothesis, which contends that the presence of multiple directors harms the firm because of their inability to provide adequate monitoring of managerial decision making. The positive coefficient for the indicator variable for executives holding multiple directorships suggests that firms are not harmed by executives with substantial external commitments.9
As a robustness test of this result, we also regress annual changes in our measures of multiple directorships against changes in the firm's operating return on assets over the two years following the change in the directorships measure. We include board size, firm size, and board ownership as control variables in these regressions. We fail to find any significant relation between our measures of multiple directors and long-term profitability in these regressions, so we do not separately report them.
B. Event Study of the Effect of an Appointment of a Multiple Director
In this part, we perform an event study of the announcement of the appointment of a multiple director to a firm's board. We construct our sample by using the 1995 proxy statements to identify the year that a specific multiple director is appointed to a board. We then search the Dow Jones Newswire to identify public announcements of the appointment of those multiple directors. We then confirm their status as multiple directors at the time of their appointment to the given firm's board using director data from Compact Disclosure. This procedure yields 291 observations of public announcements of the appointment of a multiple director from 1990 to 1995. Table VI reports (t-statistic) (1.17) (1.41) (2.27)** multiple directors appointing a multiple director to the board for the first time. While we find positive abnormal returns for both subsamples, only the latter is statistically significant. These results suggest that market participants do not believe that the appointment of directors holding multiple board seats harms firm value.
C. Committee Assignments
As a more direct examination of the Busyness Hypothesis, Table VII compares the participation on board committees by directors holding three or more appointments with that of other directors holding only one or two board seats. We begin this analysis by randomly selecting 200 Forbes 500 firms and 100 non-Forbes 500 firms from our original sample and obtain data from their 1995 proxies concerning the composition of their audit, compensation, executive, nominating, and other committees. We elect to construct our subsample in this fashion because of the greater incidence of multiple directorships among larger firms. The Forbes 500 classification is a convenient manner to create subsamples reflecting firm size. We then document the number of meetings that each committee holds during a year and identify the chair of each committee. Based upon this data, we compare the participation activity by multiple directors in our random sample against directors with only one or two appointments as a further test of the quantity of monitoring provided by multiple directors.
The findings inTableVII indicate that multiple directors provide more committee service than do directors holding only one or two directorships. Multiple directors serve on more committees than do single or double directors and attend more committee meetings in total. Multiple directors also serve on the TableVII Comparative Committee Activity: Multiple versus Single/Double From our sample of Compustat firms with at least $100 million in total assets as of fiscal year-end 1994, we ran 100 non-Forbes 500 firms and obtain committee membership data from their 1995 proxies. Means (median activity are estimated for directors holding three or more appointments and those holding only one or two are excluded. Statistical significance at the 10, 5, and 1 percent levels is indicated by * **, and ***, respectiv 
D. Securities Litigation
The Busyness Hypothesis predicts that directors holding multiple directorships will have insufficient time to monitor the firm's managers, including the accuracy of their public statements, and, more critically, the firm's financial disclosures. An active board is an important backstop for a firm's auditors in their efforts to maintain the integrity of corporate financial disclosure. Thus, the undersupervised managers of these firms are more likely to make misstatements about the firm and distort its reported results. Consequently, the Busyness Hypothesis implies that the incidence of litigation for securities fraud will be higher for those firms whose directors (particularly outside directors) hold multiple board appointments.
To test this implication of the Busyness Hypothesis we use the data set provided by the Stanford Securities Class Action Clearinghouse to identify the firms in our sample that were sued in such actions during 1996,1997, and 1998.10 This produces a sample of 133 sued firms.1 We caution, however, that the Stanford list includes all firms sued during those years. The allegations in those complaints are untested and the firms sued have not necessarily committed the fraud alleged.We also note that the timing of the complaints is lagged; a securities fraud lawsuit filed in 1996 would typically be based on events occurring in 1994 and 1995. We do not include firms that experienced other types of litigation because that litigation can be identified only through the firm's 10-Ks. The SEC only requires the disclosure of litigation that is material and that determination is 10http://www.securities.stanford.edu/.
The Private Securities Litigation Reform Act, enacted December 22, 1995, requires plaintiffs filing securities fraud lawsuits to provide public notice of the suit at the time of filing. Consequently, data on the number of suits filed after 1995 is considerably more reliable than for past periods.
1l Our sample construction excludes firms that are being sued for fraud in connection with IPOs because those companies generally would not have been required to report to the SEC prior to the public offering. IPO suits raise different legal issues, so their exclusion leaves a more homogenous sample. highly fact specific and somewhat subjective. Moreover, the claims most similar to securities fraud claims, corporate law derivative claims against officers and directors, typically would not be disclosed since the corporation is not a defendant. In addition to data reliability, the set of securities fraud claims also provides the advantage of providing a reasonably homogenous and well-studied set of claims against the firm, which allows for use of appropriate control variables.
We construct a control sample of non-sued firms to examine the role that multiple directorships might play in the likelihood of litigation against the firm. Each sued firm is matched randomly with another firm from our sample within its industry based on two-digit SIC codes.
In Panel A of Table VIII , we compare various characteristics of firms facing securities fraud lawsuits with the control sample. The differences between the samples for our measures of multiple directorships are all statistically insignificant. Directors holding multiple appointments do not appear to be overrepresented in the set of firms facing lawsuits.
In Panel B of Table VIII , we examine the impact of multiple board appointments on the likelihood of securities fraud litigation against a firm using a multivariate logistic regression. The Busyness Hypothesis predicts that multiple directorships will be positively related to the incidence of fraud because the acceptance of additional board appointments overcommits the director. Beasley (1996), for instance, reports that the number of directorships held by outside directors is positively related to instances of financial statement fraud producing SEC enforcement actions.
We include in the model other board characteristics that control for characteristics that might influence the quality of board monitoring. As previously noted, larger boards might be unwieldy, making effective monitoring of corporate managers difficult. We therefore include board size as an independent variable. The boards equity ownership is a measure of the incentive that directors have to avoid the costs of litigation since as shareholders they suffer a pro rata reduction of firm value due to any lawsuit.
We also include in the specification of our model a number of additional regressors that reflect critical elements of the firm's financial profile and can affect the likelihood that a firm will be sued for securities fraud (Francis, Philbrick, and Schipper (1994), Jones and Weingram (1996) , and Johnson, Nelson, and Pritchard (2000)). Total assets reflect the firm's ability to pay a judgment or settlement and might correlate with the quality of internal controls. We include two measures of the stability of the firm's stock in the period preceding the lawsuit. Share turnover is an element in the calculation of damages for a securities fraud class action (and hence, the amount of potential attorneys' fees; Johnson et al.). In addition, prior research shows that managers of firms that experience recent performance declines might be more likely to commit fraud than those in successful firms (Arlen and Carney, (1992)). At a minimum, such firms are likely targets for plaintiffs' attorneys. Accordingly, we include the minimum one-day market-adjusted return for the year (250 trading days) prior to suit, as well as the cumulated return for that year. The standard deviation of daily returns is included to control for the TableVIII   Characteristics of Firms Facing Lawsuits   Table VIII presents results from our comparison of firms from our sample that were sued in securities fraud with a matched sample of firms that were not sued. Directorship per outside director is the mean number directors of the firm. This number is set to zero if the firm does not have any nonexecutives on the board o number of directors. Board ownership is the percent of the firm's total outstanding equity held by the firm's di percent of total equity held by outside directors. The standard deviation of daily returns is calculated using Share turnover is the volume of shares traded on the firm's shares standardized by the number of shares ou shares outstanding at the end of the month is cumulated over a year). Cumulated residuals are the cumulat -1 through Day -250. Minimum stock return is the largest drop in stock price on any particular day dur lawsuit. Statistical significance at the 10, 5, and 1 percent levels is indicated by *, **, and ***, respectively. 
E. Summary of Tests of the Busyness Hypothesis
In sum, our tests find no correlation between service on multiple boards by a director or an executive and lower firm value. This result is inconsistent with the predictions of the Busyness Hypothesis that such service will result in ineffective board oversight. Our event study results suggest that market participants do not view the appointment of a multiple director as a negative event for the firm. We find no evidence that multiple directors serve on fewer board committees or attend fewer committee meetings than their less-busy counterparts; in fact, they sit on more committees and attend more meetings. Finally, we find no statistically significant evidence that firms with multiple directors are more vulnerable to securities fraud litigation. We conclude that the evidence does not support the proposition that multiple board memberships harm firm value.
VI. Conclusion
This study focuses on one element affecting the quality of monitoring of corporate management by directors-the number of directorships held by directors. We find that a set of firm and individual characteristics can be used to explain the number of external directorships held by an individual, thus providing an important insight into the nature of the supply curve for board directors. Directors who serve larger firms and sit on larger boards are more likely to attract additional directorships. Multiple directors are usually older and corporate outsiders. They most commonly are executives, bankers, or consultants.
We also find that firm performance has a positive effect on the number of board seats subsequently held by a director. This finding suggests that reputation matters in the market for directors. Specifically, offers of employment as a director appear to be conditioned by the quality of previous board service as measured by the firm's financial performance. For executives, offers of board membership correlate with the performance of the firm that they manage. Thus, our results support Fama and Jensen's (1983) contention that there is a reputational effect in the market for directors.
We fail to find the negative relation predicted by the Busyness Hypothesis between the number of board memberships held by a director and subsequent firm performance. Our other tests of the Busyness Hypothesis are consistent with these results. Market participants do not react negatively to the appointment of a multiple director. Further, we find no evidence that multiple directors shirk their responsibilities to serve on board committees and no statistically significant evidence of a relation between multiple directorships and the likelihood that the firm will be named in a securities fraud lawsuit.
These results undermine arguments by the Council of Institutional Investors and other shareholder activists that excessive external commitments by a firm's directors can harm firm performance. The evidence presented here does not support calls by corporate governance activists for limits on the number of directorships held by any one individual.
